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GENERAL BUSINESS CONDITIONS 



I. THE INDEX 

IN October our forecaster, based upon New York bank 
clearings, the volume of sales on the New York Stock 
Exchange, and prices of industrial stocks, showed a 
marked advance over September and exceeded the maxi- 
mum reached in July (curve A). On the assumption 
that the relation which before the war held between 
speculative activity, on the one hand, and commodity 
prices and business activity, on the other hand, holds 



ward several months in advance of commodity prices. 
During 1919 it anticipated by two months the move- 
ment of commodity prices which occurred last spring. 
Conditions are changing so rapidly this year that our 
price forecaster, while running perfectly true to form, 
does not give as long a forecast as it did in more nor- 
mal times. As time goes on and conditions become 
more stable, however, it is not unlikely that the 
length of the forecast will increase. 
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Chart I. — Comparison op the Averages Based on Groups A, B, and C. 

(A) Average of the following series of Group A: 

(1) New York Clearings, (8) Shares Traded, (18) Price of Industrials. 

(B) Average of the following series of Group B : 
(3) Outside Clearings, (4) Bradstreet's Prices. 

(C) Average of the following series of Group C: 

(13) Rate on 4-6 Months Paper, (14) Rate on 60-90 Day Paper. 



true today, speculative activity in October indicates 
that commodity prices and business activity will con- 
tinue at their present high level for some months to 
come. At present the adverse influences are a tight- 
ening money market and the apparent disinclination 
of the United States to finance exports. 

Business activity and the level of commodity prices 
during October, represented by curve B, increased 
somewhat from September. This increase follows the 
rise which was shown by curve A during the month 
of September. It will be noticed, that the intervals 
between the upward movements of curves A and B 
during the present year have been much shorter than 
the intervals which occurred from 1903 to 1914. Prior 
to the war the price forecaster moved upward or down- 



The unusual element in the situation for the past 
four or five months has been the fixity of the actual 
rates on commercial paper. Rates on 60 to 90 day 
paper and 4 to 6 months paper averaged, respectively, 
5.38 and 5.50 per cent in October 1919 compared with 
6 per cent for each a year ago. In the past, commercial 
rates have usually increased during a period of increas- 
ing speculative and business activity. From June to 
October of this year — such a period — rates have de- 
creased. Previous to the war both commercial and call 
rates were normally higher in the autumn than in other 
seasons of the year. This autumn, previous to No- 
vember, commercial rates have not risen although call 
rates have fluctuated erratically, reaching 15 per cent 
or more on several occasions. The curve showing the 
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rates on commercial paper, corrected for seasonal vari- 
ation, has moved downward since June (curve C). 

The stability of the actual rates on commercial paper 
is probably due to stability in the rate of rediscount of 
the federal reserve banks. The advance in rediscount 
rates announced early in November by the Federal 
Reserve Banks of New York, Boston, and Chicago 
marks a turning point in the policy of the Federal Re- 
serve Board. The recent advance may be followed by 
further advances. If so, we may expect considerable 
increases in the rates charged by member banks for 
bankers' acceptances, and commercial loans. 

The action of the federal reserve banks has intro- 
duced into the business situation a new factor which 
was not fully discounted by the speculative mar- 
kets during the month of October. This action has 
been followed by unfavorable developments in con- 
nection with the financing of foreign trade to which 
reference is made in the article on page 17 of this 
Supplement; and just as we go to press another 
disturbing factor has developed in the unfavorable 
action by the United States Senate upon the Peace 
Treaty. Under these circumstances, although we 
expect that commodity prices in November and De- 
cember will remain high or advance as our forecaster 
indicates, yet the unfavorable financial development 
since the first of November may lead to a recession 
next year. In any case it is perfectly clear that both 
security and commodity markets are now subject to 
the influence of powerful opposing forces. In the 
first place, there is the prospect of a large volume of 
business, domestic and foreign, to be done at profit- 
able prices; and in the second place, there is the 
restraining influence of the important factor, money, 
which has held speculation in leash ever since last 
July and will continue to operate as a check upon 
speculation until money again becomes easy. 

There is a close relationship between credit and dis- 
count rates, on the one hand, and security and com- 
modity prices, on the other hand. The influence of the 
policy of the Federal Reserve Board on call rates and 
prices on the New York Stock Exchange has already 
been felt. 

If the Federal Reserve Board, by increasing redis- 
count rates and by other means, should decrease the 
volume of credit accommodation to business a decrease 
in commodity prices, also, may be expected to follow. 
The relations among prices, credit, discount rates, 
physical productivity and saving are considered on 
pp. 9-16 of this Supplement. The imperative need 
of financing exports is discussed on pp. 17, 18. 



II. THE THREE GROUPS OF SERIES 

Group A 

Chart II shows the monthly fluctuations, since No- 
vember 19 1 8, of the following series of business statis- 
tics, corrected for seasonal variation and secular trend : 



New York bank clearings. 

Price of twenty industrial stocks. 

Shares traded on the New York Stock Exchange. 

The value of building permits in twenty leading cities. 

The yield of ten railroad bonds (reversed). 
During the period 1903-14 these five series moved in 
general together, reflecting speculative activity and 
forecasting the movement of Group B. 

Not quite the same can be said of the period since 
November 1918. The price of twenty railroad stocks, 
also included in this group for the pre-war period, is 
temporarily excluded; owing to government control of 
railroads and the special questions now agitating the 
railroad world, it does not appear at present to con- 
tribute significantly to the index of general business 
conditions. The price of ten railroad bonds, although 
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Chart II. — Corrected Series of the Speculative Group (A). 
(1) New York Clearings, (6) Building Permits, (8) Shares Traded, 
(12) Price of 10 Railroad Bonds (yield reversed), (18) Price of In- 
dustrials. The heavy shaded line represents the average of series 
1, 8, and 18. 

out of line with the companion series previous to April, 
has been fluctuating like the other speculative series 
since that date. The price of bonds has recovered from 
the low September level. The value of building permits, 
at the signing of the armistice, stood at a much lower 
level than the remaining series, as a result of govern- 
ment restrictions in war time. The drop in September 
was due entirely to a decrease in the figures for New 
York City from the unusual figure of $45,000,000 in 



